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Report No. 00-16, Septenber 29, 2000

This report presents the results of the O fice of |Inspector
General’s (O G review of internal control over financia
accounting for debt recoveries at the Railroad Retirenent
Board (RRB).

The RRB is an independent agency in the executive branch of

t he Federal governnment. The RRB admi nisters the health and
wel fare provisions of the Railroad Retirenment Act (RRA) which
provi des retirenment-survivor benefits for eligible railroad
enpl oyees, their spouses, w dows and other survivors. The RRB
al so admi nisters the Railroad Unenpl oynment | nsurance Act

(RU A) which provides unenpl oynent and sickness insurance to
workers in the rail industry.

Qur review determ ned that internal control over debt recovery
accounting is not adequate to ensure the reliability of
financial reporting and the safeguardi ng of accounts
receivable. W identified errors in the recording of debt
recovery transactions that include:

returned benefit paynments that were not credited to
debt or accounts;

benefit paynents that had been erroneously credited to
debt or accounts as recoveries;

del ayed recording of certain RU A debt recoveries; and

abnormal bal ances in the general |edger unapplied cash
accounts.

An exam nation of these errors identified weaknesses in the
related internal controls. The present internal contro
structure, as it relates to debt recovery accounting, does
not :

provide for the establishment, review and reconciliation
of controlling accounts in the general | edger;
i nclude reviews of all systens output; and

adequat el y saf eguard assets.



In addition, the present internal control environnent does not
provi de managenment with sufficient information concerning the
nunmber and val ue of non-conform ng transactions to provide the
basis for an eval uation of potential financial inpact.

We have made specific recommendati ons for corrective action to
strengthen internal control in the areas of weakness
identified by the audit. W have al so recommended that the
Bureau of Fiscal Operations organize a cross-organizational

wor kgroup to study the debt recovery control environnment and
make recomrendati ons for further inprovenent.

I n response to our recommendati ons, managenent has agreed to
take either the O G s recomended corrective action or has
proposed an alternative. However, managenent di sagreed with
the O G s assessnent that the errors, om ssions and weaknesses
in the RRB s system of internal control over debt recoveries
constitute a reportable condition for purposes of financial
statenent audit reporting. They cite lack of materiality as
the basis for their position. The full text of nmanagenent’s
response is included as Appendix VI to this report.

Qur evaluation of the overall inpact of the individual

internal control weaknesses identified by the audit was based
on definitions pronul gated by the American Institute of
Certified Public Accountants, O fice of Managenent and Budget
(OvB) and the General Accounting Ofice. Materiality is not a
factor in the assessnent of a reportable condition.

Materiality becones a factor when determ ni ng whether a
reportable condition represents a material weakness in
internal control. W have not, in this report, asserted the
exi stence of a material weakness related to the accounting for
debt recovery transactions. This report does not provide a
basis for determning the materiality of errors related to any
control weaknesses.

Qur review did not include conprehensive identification and
testing of all debt recovery transactions and rel ated
controls. The non-random case sel ection technique used to
identify at-risk transactions consisted of a subjective

exam nation of individual debts. Accordingly, no conclusions
can be drawn concerning the adequacy of controls not
specifically discussed in this report and no projections or

i nferences concerning the nonetary inpact of errors should be
made.



| NTRODUCTI ON

This report presents the results of the O fice of |Inspector
CGeneral’s (O G review of internal control over financial
accounting for debt recoveries at the Railroad Retirenent
Board (RRB).

Backgr ound

The RRB is an independent agency in the executive branch of

t he Federal governnment. The RRB adm nisters the health and
wel fare provisions of the Railroad Retirement Act (RRA) which
provi des retirement-survivor benefits for eligible railroad
enpl oyees, their spouses, w dows and other survivors. During
FY 1999, approximtely 748,000 annuitants received benefits
totaling $8.25 billion under the RRA,

The RRB al so adm nisters the Railroad Unenpl oynent | nsurance
Act (RU A) which provides unenpl oynent and sickness insurance
to workers in the rail industry. During FY 1999, the RRB paid
$70.6 mllion to the 13,000 individuals qualifying for

unenpl oyment benefits and the 21,000 individuals qualifying
for sickness benefits under the RU A

In FY 1999, the RRB established new recei vables due fromthe
public totaling $80.9 mllion including principle and
interest. As of Septenber 30, 1999, the agency reported a
pendi ng bal ance of $53.1 million in uncollected receivabl es;
debts in which collection is considered doubtful conprise 29%
of the total.

The debt recovery process begins with the recognition that a

benefit overpaynment has occurred. In many cases, notice of an
event that will affect the benefit paynment anmount is received
after-the-fact. |If the corrected rate is |lower than the
ampunt actually paid in the past, the beneficiary will have

been overpaid. The agency then recognizes a debt in its
financial records and takes action to collect the overpaynent.

Program debt typically arises when a change in an annuitant’s
personal or enploynent status occurs. Events that take pl ace
after benefits have been awarded, such as death, divorce,
remarriage and return to enploynent, may affect eligibility or
necessitate re-conputation of the benefit paynment anount.



Concurrent entitlenment to Social Security benefits, workers’
conpensation or other retirement benefits may al so i npact
eligibility and/or benefit |evels.

The Bureau of Fiscal Operations (BFO has primary
responsibility for the RRB s accounting operations. BFO s
Debt Recovery Division (DRD) has overall responsibility for
the RRB's debt collection activities including nonitoring the
col l ection status of pendi ng debt and pursuing delinquent

debt ors.

The Program Accounts Receivable (PAR) systemis a mainfrane
conputer application that supports the agency’s debt recovery
operations. It contains the detailed history of each debt
recogni zed by the RRB including the cause, anount,

col | ections, outstanding balance and final disposition.

Al t hough DRD has adm nistrative responsibility for the PAR
system the mpjority of transactions recorded in that system
are initiated el sewhere.

The PAR system receives information about debt-rel ated
transactions through both manual and automated processes.

Aut omat ed systens are used to record debt recovery information
that is received fromcomercial bank | ockboxes, the U. S
Departnment of the Treasury (Treasury) and agency systens that
process common or recurring debt-related transactions. Manual
processes are used to enter transactions that cannot be
processed by an automated system

The RRB' s general |edger summari zes the debt recovery
transactions that have been recorded in detail in the PAR
system The general |edger is a collection of all agency
financial accounts, and supports the RRB s financial
managenent and reporting. BFO s Accounting, Budget, and

Fi nanci al Systenms Division maintains the general |edger. The
Federal Financial System (FFS) is the mainframe conputer
application that supports general |edger accounting activity.



Internal control is an integral conmponent of an organization’s
managenent that provides reasonabl e assurance concerning the
effectiveness and efficiency of operations, reliability of
financial reporting, and conpliance with applicable | aws and
regul ations. Pursuant to the provisions of the Federal
Managers’ Financial Integrity Act of 1982, the Ceneral
Accounting O fice has issued standards for internal control in
governnment. These standards provide the overall framework for
establishing and maintaining internal control and for
identifying and addressi ng maj or perfornmance and nanagenent
chal | enges.

The RRB's strategic plan states that “we wi || safeguard our
custoners’ trust funds through prudent stewardship” as the
agency’s second strategic objective in neeting its overal

goal of providing excellent customer service. The factors

t hat 1 npact debt collection have a direct relationship to RRB
trust fund integrity. This audit addresses these inportant
areas of managenment performnce.

Cbj ective, Scope and Met hodol ogy

The objective of this review was to assess the adequacy of
financial accounting controls related to debt recoveries
during FY 2000. 1In order to achieve this objective, we
obt ai ned conputer files detailing all debt established during
FY 1998 and rel ated overpaynent letters. W chose debt
established in FY 1998 as a basis for this audit in order to
include the full range of both debt recognition and debt
recovery transactions that occur over tine.

We performed substantive tests of debt recovery transactions

sel ected on a non-random basis to identify errors that m ght

i ndi cate the existence of control weaknesses. For those debt
recovery activities that appeared to be vulnerable to errors,
we:

exam ned prior agency risk assessnents;

evaluated the internal control structure in effect during
FY 2000;

revi ewed applicable agency policy and procedure; and

i ntervi ewed managenent and staff in BFO, the Ofice of
Prograns and the Bureau of Information Services.



Qur review did not include conprehensive identification and
testing of all debt recovery transactions and rel ated
controls. The non-random case sel ection technique used to
identify at-risk transactions consisted of a subjective

exam nation of individual debts. W considered factors such
as cause of overpaynent, magnitude of the debt and repaynent
status in assessing risk at the transaction |evel.
Accordingly, no conclusions can be drawn concerning the
adequacy of controls not specifically discussed in this report
and no projections or inferences concerning the nonetary

i npact of errors should be nade.

OQur work was perforned in accordance with generally accepted
governnment auditing standards as applicable to the audit

obj ectives. Fieldwork was conducted at RRB headquarters
during October 1999 through August 2000.



FI NDI NGS AND RECOMMVENDATI ONS

Qur review determ ned that internal control over debt recovery
accounting is not adequate to ensure the reliability of
financial reporting and the safeguardi ng of accounts

recei vable. The follow ng sections of this report summari ze

t he basis for our opinion and present a detail ed discussion of
our findings concerning specific errors, om ssions and
internal control weaknesses identified during the audit. The
full text of managenent’s response to our findings and
recomendations is presented in Appendix VI to this report.

I nternal Control Is Not Adequate

I nternal control is not adequate to provide reasonabl e
assurance that debt recovery transactions are recorded tinely
and accurately.

| nternal control should provide reasonabl e assurance that the
obj ectives of the agency are being achieved in the follow ng
cat egori es:

effectiveness and efficiency of operations;

reliability of financial reporting including reports on
budget execution, financial statenments, and ot her
reports for internal and external use; and

conpliance with applicable |aws and regul ati ons.

I nternal control should be designed to provide reasonable
assurance that agency assets are safeguarded from unauthori zed
acqui sition, use or disposition through prevention or pronpt
det ecti on.

During our review, we observed the following errors that were
nei ther prevented nor disclosed by existing controls:

duplicate debt entries;
dupl i cate posting of recoveries;
recoveries not credited to debtor accounts;

del ayed recordi ng of RU A recoveries; and



abnormal bal ances in the general |edger unapplied cash
accounts.

We also identified the foll owi ng weaknesses in the internal
control structure:

controlling and clearing accounts are not used to
summari ze benefit paynent operations and reconcile
detailed transactions recorded in the PAR systemw th
ot her summary information in the general |edger;

t he general |edger unapplied cash account is not
subj ect to analysis or reconciliation when bal ances
are abnormal ;

benefits can be erroneously credited as debt
recoveries in the PAR system

unaut hori zed transactions can be entered into the PAR
system and

recoveries made by benefit w thhol ding are not
verified by the benefit paynment systens prior to
recor di ng.

The present weaknesses in the internal control structure exist
because agency managenent did not recognize all of the
potential control risks and, as a result, did not devel op
appropriate controls to prevent or detect them

Undet ected errors adversely inpact the RRB' s ability to
coll ect debts and report on debt collection activities. As a
result, the agency is vulnerable to fraud from unauthorized

transactions. In addition, managenent does not have
sufficient information to determne (1) whether (or what)
corrective action will be cost-effective and (2) the financial

reporting inpact of errors.

Some of the errors that we identified during the audit were
rel ated to weaknesses that are inherent to a control
envi ronnent in which:

transacti on processing responsibilities cross
organi zational 1|ines;

manual processes are still required for sonme cl asses
of transacti ons;



bot h manual and aut omated processes can initiate the
sanme transactions; and

aut omat ed paynent and debt recovery accounting systens
do not share data.

Qur audit was not intended to identify all of the weaknesses
that may exist in the design or operation of internal control
over debt recovery accounting. Accordingly, a conprehensive
managenent review of the control environnent is indicated.
Because debt recovery processing crosses organi zational |ines,
such a review w |l require participation of the various agency
conponents that share these responsibilities.

This audit report contains recommendations for corrective
action intended to address the specific errors and design
weaknesses that were identified by the audit. These
recomendati ons are directed to the organizational units
currently responsible for that processing activity. However,
i mpl enentation of these recomendations will also require
cross-organi zational cooperation to ensure the efficiency and
cost-effectiveness of corrective action.

Recommendati on

We recommend t hat BFO organi ze a cross-organi zati onal
wor kgroup to study the debt recovery control environnment and
make recommendati ons for inprovenent (Recommendation #1).

Managenent’s Response

BFO concurs with the recommendati on and has agreed to organize
a cross-organi zati onal workgroup.



Di screpanci es Between Summary and Detail Records

Di screpanci es exi st between the general |edger, the PAR system
and the several automated systens supporting benefit paynent
oper ati ons.

Transactions should be recorded accurately and tinely in order
to maintain their rel evance and val ue to nmanagenent in
controlling operations and maki ng decisions. This standard
applies to the entire life cycle of a transaction fromthe
initiation and authorization through its final classification
in the summary accounting records.

Part of the FFS mainframe conputer application, the general

| edger supports the RRB' s financial managenent and reporting
activities including preparation of the agency’s annual
financial statenments. The general |edger summari zes the
transactions that are detailed in the PAR system and the
systens that support benefit paynent operations in the Ofice
of Prograns.

The PAR system a mainframe conputer application, supports the
RRB' s debt recovery operations. It contains individual
records for each debt recognized by the agency. The PAR
systemrecords the history of each debt fromthe tinme it is
recogni zed until it is recovered, waived or witten-off as
uncol l ectible. The benefit paynment activities that originate
in the OOfice of Prograns are supported by automated systens
that detail the benefit entitlenent and paynent histories of
each RRA and RU A beneficiary.

Di screpanci es between summary and detail records occur
because:

t he general |edger does not include accounts that provide
a basis for identification and reconciliation of

di screpanci es between anmpunts recorded on a sunmary basis
in the general |edger with the detailed transaction
records (except cash receipts fromthe public);

t he general |edger RRA and RU A unapplied cash accounts
(cash receipts fromthe general public) provide a basis
for reconciliation of discrepancies, but such
reconciliations are not part of current accounting
procedure; and



the sanme transaction my be recorded with different dates
in several automated systens including the general

| edger, the PAR system and the O fice of Prograns’

benefit paynent systens.

As a result, errors in recording debt recovery transactions
may remai n undetected, and the general |edger may not
accurately sunmarize the results of individual debt recovery
transacti ons.

The three weaknesses in general |edger accounting control
identified by the audit are discussed in detail in the

foll owi ng sections of this report along with recomendati ons
for specific corrective action.

Controlling and Clearing Accounts Are Not Used

The RRB does not use controlling and clearing accounts to
summari ze and reconcile all debt-related transactions in the
general ledger. As a result, errors in the manual or

aut omat ed processing of detailed transactions that affect
general | edger accounts nmay not be identified and corrected.

A controlling account is a general |edger account that
reflects the aggregate bal ance of related subsidiary |edger
accounts. A subsidiary |edger is a supporting |edger of
rel ated accounts that, in total, equals the controlling
account appearing in the general |edger.

At the present tine, the agency’'s benefit paynent system
(effectively a subsidiary | edger) summari zes only that portion
of the benefit paynent operation resulting in a cash

di sbursenent. The general |edger records the cash disbursed
as a decrease in the cash account and an increase in the
benefit expense account.

The configuration of the accounts in the general | edger does
not include a controlling account that sunmari zes the total
amount of benefits payable to annuitants, the funds actually
di sbursed in cash, and the anpunts withheld to satisfy

out st andi ng over paynents.



A clearing account is a tenporary general |edger account that
contains costs (or other amounts) that will ultimtely be
transferred to another account. For exanple, a clearing
account for debt recoveries made by benefit wi thhol di ng woul d
record the aggregate total of benefits w thheld and conpare it
with the total of all such anmpbunts applied to debtor accounts
recei vable. The normal balance in this account would be zero.
Di fferences between the two recorded anounts, resulting in a
positive or negative bal ance, would indicate inconplete or

i naccurate transactions.

At the present time, the general |edger does not include
clearing accounts that would provide a basis for
reconciliation of ampunts recorded as debt recoveries in the
PAR system versus the supporting detailed records in other
agency systens. As discussed later in this report, errors do
occur and the resulting discrepancies are not identified for
correction.

As a result of this audit, BFO has begun the process of
identifying automati on changes that will facilitate the
i npl ementation of controlling and cl earing accounts.

Recommendati on

We recommend t hat BFO

establish a controlling account for benefit paynents in
the general |edger and procedures for its periodic review
and reconciliation (Reconmendati on #2); and

establish clearing accounts for each type of debt
recovery transaction and procedures for the periodic
review and reconciliation of each such account
(Recommendati on #3).

Managenent’' s Response

BFO has begun to inplenent additional preventative internal
control neasures to ensure that each of the conponents of
benefit paynments is accurately recorded in the general | edger.
I n addition, they have already established a clearing account
for unapplied cash and will develop a clearing account for
benefit payments withheld. BFO is also devel oping an
automated programto summari ze debt recovery cash transactions
that are posted to FFS and the PAR system Managenent plans
to defer further action until the effect of these initiatives
has been eval uated by the cross-organizati onal workgroup.



Abnormal Bal ances in Unapplied Cash Accounts

The RRB' s unapplied cash accounts periodically have abnornm
bal ances. An abnornmal bal ance indicates that nore cash may
have been applied to debtor accounts than has actually been
received. 1In effect, both the RRA and RUI A accounts appear to
have been overdrawn in the past. A summary of RRA and RUI A
unappl i ed cash bal ances is presented in Appendix I.

The RRB' s general |edger includes an account titled unapplied
cash to which cash receipts are credited when initially
received. Separate accounts are maintained for RRA and RU A
recei vables. As cash is received, BFO credits one of the
unappl i ed cash accounts in the general |edger. Then, through
a process independent of the general |edger, cash receipts are
posted to individual debtor accounts in the PAR system

On a nonthly basis, the total of all cash receipts posted to
the PAR systemis recorded in the general |edger as a
reduction to both the accounts receivable and the unapplied
cash accounts. An abnormal bal ance in the unapplied cash
account occurs when total reductions exceed the total cash
recorded in the account.

Al t hough an abnormal bal ance in unapplied cash is a warning
signal that nore cash may have been applied to debtor accounts
t han has actually been received, other types of bookkeeping
and accounting errors can have the sane effect. A detailed
account analysis is required to identify the accounting

probl ens and control weaknesses that result in abnornmal

bal ances.

In the past, the abnormal bal ances in unapplied cash were not

i nvesti gated because the unapplied cash accounts were not
designed to serve as an internal control. Accordingly,

current BFO procedure does not require review, reconciliation
or investigation of abnormal bal ances in those accounts. As a
result, the reasons for the overdrawn status of these accounts
are unknown and the errors that caused it remai n uncorrected.

As a result of this audit, BFO has begun the process of
i dentifying automati on changes that will facilitate the future
anal ysis of the general |edger unapplied cash accounts.



Recommendati on

We recomrend that BFO anal yze the abnormal bal ances in the
exi sting unapplied cash accounts, and make adjustnments as
necessary (Recomrendation #4).

Managenent’s Response

BFO concurs with the audit finding and plans to adjust the
unappl i ed cash accounts as necessary.

Unsynchroni zed Transacti ons

The PAR system and the general | edger do not always record
debt recovery transactions on the sane dates. This |ack of
synchroni zati on creates unnecessary timng differences between
t he PAR system and the general | edger.

Debt recoveries are credited to individual debtor accounts in
the PAR system using the date that the records are updated.
As a result, transaction dates recorded in the PAR system do
not necessarily correspond with the date recovery is actually
made.

In the current accounting environnent, the PAR systemreports
aggregate debt recoveries to the general |edger on a nonthly
basis as determ ned by the transaction dates recorded in the
PAR system Delays in posting transactions to the PAR system
result in delays in posting to the general |edger.

In the preceding section of this report, we reconmended t hat
the RRB i npl enent general |edger controlling and clearing
accounts that would provide a conparison of anounts received
versus ampunts credited to debtor accounts. Timng

di fferences adversely affect the useful ness of controlling and
cl earing accounts because they create discrepancies that wll
conplicate the account reconciliation process.

Recommendati on

We recommend t hat BFO request progranm ng changes as necessary
to ensure that PAR system transactions are synchroni zed with
transactions recorded in the general |edger (Recomrendati on
#5) .



Managenent’s Response

BFO concurs with the audit finding and has initiated
progranm ng changes to record deposits in the PAR system using
the date of the cash recei pt docunent.



Errors Originating Qutside of BFO

The present system of internal control does not provide
adequat e assurance that debt recovery transactions originating
outside of BFOw Il be prevented or detected.

In the preceding sections of this report, we discussed
weaknesses in the agency’ s system of accounting controls that
limt BFO s ability to ensure the accurate and tinely
recordi ng of debt recovery transactions in the general | edger.
In this section, we present errors and inconsistencies in debt
recovery transactions that originated in the Ofice of
Prograns and the Bureau of Information Services (BIS).

As previously stated, transactions should be recorded
accurately and tinmely in order to maintain their relevance and
val ue to nmanagenent in controlling operations and maki ng

deci sions. The present control environnment does not include
controls that wll:

ensure that returned benefit paynents are credited to
debt or accounts in the PAR system or

prevent benefit payments from being erroneously credited
as debt recoveries.

I n addition, accounting practices in the Ofice of Prograns
weaken the control environnent:

over paynents are not consistently established at the full
anmount ;

mul tiple debts are sonetines created froma single
over paynent; and

recoveries of RU A overpaynents from RRA annuities are
not pronptly credited to debtor accounts.

As a result, the PAR system may not accurately report the
status of individual accounts receivable. Inaccurate

i nformation di m ni shes the value of the PAR systemin
supporting agency debt collection activities.

The Office of Prograns and BI'S are the points of original
entry for certain debt recovery transactions. As such, they
have significant internal control responsibilities.



Clains examners in the Ofice of Prograns:

cal cul at e over paynents;
establish debt records in the PAR system

i nvestigate cash receipts that are not applied to a
debt or account through automated processes, to

det erm ne whether a debt should be established or the
funds returned to the remtter;

wi t hhol d benefit payments in full or parti al
sati sfaction of outstanding debts; and

correct previously established debt records.

BISis responsible for the progranm ng, operation and

mai nt enance of the hardware and software that conprise the
RRB' s i nformati on systens environnent which includes
processing returned paynent data received in electronic
formats.

The five weaknesses in the control of debt recovery
transactions that originate outside of BFO are described in
detail in the followi ng sections of this report, along with
recommendati ons for specific corrective action.

Ret urned Benefit Paynents Not Credited To The PAR System

Controls do not exist to ensure that returned benefit paynents
are credited to individual debtor accounts in the PAR system

Qur review identified cases in which returned benefit paynents
had not been credited to individual debtor records. These

om ssions occurred because the computer file created for use
in updating the various autonmated systens had been erased by
anot her program and was no |onger available. The premature
erasure was caused by automated job scheduling procedures that
did not adequately take into account the unschedul ed nature of
Treasury’s transm ssi ons.

Treasury advi ses the RRB of returned benefit paynents on a
daily basis via an electronically transmtted data file. This
data is used to update several of the RRB' s automated systens,
i ncludi ng the PAR system



BI'S, the organizational unit responsible for mainframe
conmput er operations has nmade job scheduling changes that are
expected to ensure the future reliability of this process.
These changes were nmade incidental to BIS s review of the
timeliness of updates to a related system and not as a result
of established internal control

Al t hough the job scheduling changes were made in March 2000,
agency nmanagenent did not initiate a mass identification of

m ssed paynents and correction to the rel ated debtor accounts.
Consequently, our audit identified paynents that had not been
credited to a debtor account.

Qur audit identified nine paynents totaling $7,565.05 that had
not been credited to the related account receivable. 1In one
case, a cash paynment had been nmade and correction of the
account resulted in a refund.* These errors were identified

t hrough an exam nation of cases selected on non-random basis
from over paynents caused by death. Appendix Il presents a
listing of the exceptions identified by the audit.

As a result of our audit, BFO, in cooperation with BIS, has
initiated the process of correcting current accounts and
devel opi ng controls designed to disclose future errors

promptly.

As di scussed previously, the RRB's accounting system does not
enpl oy controlling and clearing accounts to reconcile PAR
system activity with the general |edger. Periodic
reconciliation of such accounts could have disclosed these
errors.

Al though BIS is the point of original entry for these
transactions, BFO has agreed to assunme responsibility for
corrective action.

! Benefits disbursed after the death of an annuitant had been repaid by a

fam ly menber prior to initiation of the debt recovery process. The

recl amati on process resulted in a duplicate recovery. Refund of the duplicate
paynment was del ayed approxi mately 18 nont hs because the returned paynent was
not processed pronptly.



Recommendati on

We recomend t hat BFO

I dentify and correct cases in which returned paynents
were not credited to the related account receivable
(Recommendati on #6); and

establish controls designed to ensure that all returned
payments are credited to the proper account
(Recommendati on #7).

Managenment’ s Response

BFO concurs with the audit findings and has begun to take the
recomended corrective action.

Benefit Paynents Can Be Erroneously Credited As Recoveries

Controls do not exist that will prevent or detect overpaynent
recoveries erroneously attributed to the w thhol ding of RRA
benefit paynents.

The RRB may withhold benefit paynments in order to recover RRA
and RU A overpaynments. Qur exam nation of internal controls
di scl osed that, when debt recovery is attributed to benefit

wi t hhol di ng, the current control structure permts processing
of transactions that are unsupported by any benefit paynent
determ nation or operation. There are several weak points in
the transacti on processing environment that contribute to this
probl em

the RRB's benefit payment system does not comruni cate
directly with the PAR system

t he PAR system may be advi sed of benefit w thhol ding by
any of several autonmated and nmanual processes;

there are no controls to ensure that only valid
recoveries withheld from benefits are entered to the PAR
system and

there are no controls to ensure that valid recoveries
wi thheld from benefits are entered only once to the PAR
system



As di scussed previously, the RRB's accounting system does not
use controlling and clearing accounts to reconcile PAR system
activity with the benefit paynment systens. Instead, the RRB
recogni zes benefit expense directly whenever the PAR system
reports a recovery by benefit withholding. This is true

whet her or not benefits have actually been w thhel d.

This control weakness was identified through an exam nation of
duplicate debt entries in the PAR systemthat resulted from
procedural errors in the O fice of Prograns. A detailed

di scussi on of these cases is presented in Appendix |11

Al t hough identified through an exam nation of errors, this

weakness increases the agency’s risk of |loss from unauthorized
transactions as discussed on page 25.

Recommendati on

We recomrend that the Office of Prograns develop controls to
ensure that only benefits actually withheld can be credited as
debt recoveries and that amounts wi thheld can be credited to

t he PAR system only once (Recommendati on #8).

Managenent’'s Response

The O fice of Prograns and BFO have agreed to refer
recomendati on #8 to the cross-organi zati onal workgroup that

wi Il be established in response to recomendati on #1. The
wor kgroup will review the issues and recommend a course of
action.

RU A Overpaynents Recovered From RRA Annuities Are Not
Credited Tinmely

Overpaynents incurred by railroad workers under the RU A
program may be recovered from benefits awarded under the RRA
after retirement. Current procedure requires that an RU A
debt be recovered in full before any recoveries mde by the
wi t hhol di ng of RRA benefits are credited to the debtors’
accounts in the PAR system As a result, the accounts

recei vabl e system does not accurately reflect the current
status of these debts.



Recovery of an RUI A debt by wi thholding of the RRA annuity may
take only a few nonths or many years depending on the

magni tude of the debt, the ampunt of the debtor’s RRA annuity
and whet her the annuity is subject to full or parti al

wi t hhol ding. The audit identified one case in which the
expected recovery period was 17 years.

The Ofice of Program wth the concurrence of BFO, adopted
this procedure in order to avoid the repetitive, |abor

i ntensive, manual process that is required to process these
recoveries into the accounting system Currently, when RRA
benefits are withheld to recover an RU A overpaynent, a clains
exam ner in the Ofice of Programs nust conplete a paper form
detailing the amount and source of recovery. The formis then
sent to DRD for manual data entry into the PAR system In
order to achieve tinely recording of the recoveries, this
process would have to be schedul ed and executed each nonth for
each annuity paynment withheld in satisfaction of an RU A

over payment .

During our audit, we identified cases in which the Ofice of
Progranms, in accordance with current policy, delayed recording
RU A debt recoveries until full recovery froman RRA annuity
had been conpleted. A list of the cases identified during the
audit is presented in Appendix IV to illustrate the extent of
del ays associated with this practice.

Managenent in the O fice of Progranms and BFO have di scussed
this audit finding and concluded that the nost effective and
efficient neans of ensuring tinely recording is to automate
the process. Automation would elimnate the burden of
paperwork on both BFO and the O fice of Prograns.

Recommendati on

We recomend that the O fice of Prograns devel op policies,
procedures and systenms to ensure tinely and accurate recording
of RUI A recoveries (Reconmendation #9).

Managenent’s Response

The Office of Progranms and BFO have agreed to refer
recomrendati on #9 to the cross-organi zati onal workgroup that
will be established in response to recomendation #1. The
wor kgroup will review the issues and recommend a course of
action.



Overpaynents Are Not Consistently Established At The Ful
Anmount

During our review, we identified debts that had been recorded
on the PAR system at |less than the full amount. This error
occurs when a pending benefit accrual is used to reduce the
debt before it is established on the PAR system

Current procedure calls for clainms exam ners to establish
overpaynments at the full amount before reduction for pending
benefit accruals. However, we identified cases in which that
procedure had not been foll owed.

When debts are not initially established in the full anount,

t he PAR system does not present a conplete history of al

rel evant transactions. As a result, clainm exam ners cannot
rely on the PAR system w t hout consulting other systens or
review ng the supporting paper docunentation in the claim
folder. Since clains exanm ners cannot rely on the PAR system
alone, it is difficult to ensure that benefit paynments
withheld will be used only once to collect a debt. During the
audit, we identified a case in which a benefit paynment was
posted twice to recover a single debt, apparently because the
debt had been established net of the pendi ng accrual.

Under the current accounting system when debts are

est abl i shed net of pending benefit accruals, the total anpunt
of debt incurred and the related recoveries are both
understated, the net effect on the general |edger is zero.
However, if, as we reconmmended earlier in this report,
controlling and clearing accounts are inplenmented, recording
debts net of pending benefit payments woul d have the
addi ti onal inpact of creating an inbalance in the rel ated

cl earing account.

Cl eari ng accounts nonitor transactions with the expectation
that inflows will equal outflows. Any inbalances indicate
that errors have occurred. The clearing account for benefits
withheld in satisfaction of a debt woul d conpare benefits
withheld per the Office of Prograns detail records with
benefit payments applied to individual debtor accounts in the
PAR system Debts established net of accruals would inpact
the clearing account as errors because the O fice of Prograns’
record would report benefits withheld but the PAR system woul d
not .



Exanpl es of debts established on the PAR system net of benefit
accruals are presented in Appendi x V.

Recommendati on

We recomend that the Office of Prograns inplenent controls to
ensure that all overpaynents are initially established in the
PAR system at the full amunt (Recomrendati on #10).

Managenent’s Response

The O fice of Progranms concurs with the audit finding and has
initiated changes designed to ensure that all overpaynents are
initially established in the PAR system at the full anount.

Multiple Debts From A Single Overpaynent

Certain overpaynments that result from beneficiary entitl enent
to Social Security benefits create two PAR system debts
instead of one. This accounting treatnment is the result of
l[imtations inposed by the automated system that processes RRA
benefit adjustnments related to Social Security entitlenment.

The RRB is required to reduce RRA benefit paynents for
concurrent entitlenent to Social Security benefits. In npst
cases, the Social Security Adm nistration (SSA) certifies
these benefits to the RRB so that a single check for both
benefits can be issued.

Over paynents routinely occur when Social Security benefits are
payabl e retroactively for earlier periods during which
unreduced RRA benefits have al ready been paid. |In nost cases,
the RRB recovers the RRA overpaynent fromthe accrued Soci al
Security benefits that have not yet been paid. The autonated
system t hat processes Social Security entitlenents establishes
t he debt on the PAR system and records full recovery.

VWhen t he RRA overpaynent exceeds the accrued Social Security
benefits from which recovery can be made, the RRB establishes
two debts on the PAR system The first entry, created by the
automated system records the portion of the overpaynent that
can be fully recovered fromthe pendi ng Social Security
accrual. A second debt for the uncollected bal ance is
establi shed on the PAR system by a clainms exam ner in the

O fice of Prograns.



The practice of establishing two debts froma single

over paynent overstates the nunber of debts that arise from
program operations and weakens the overall control environnment
by perpetuating reliance on nmanual processes. |t also nakes
it difficult to determ ne the full amunt and di sposition of
the debt wi thout recourse to paper docunentation. For

exanple, the fully recovered portion of the overpaynment may be
archived while the bal ance, established as a separate account,
remai ns uncol l ected. Archived debts are no | onger avail abl e
for view ng on-line.

Recommendati on

We recomrend that the OFfice of Prograns request programm ng
changes to elimnate the practice of splitting a single
overpaynent into two PAR system debt entries (Recommendation
#11) .

Managenment’ s Response

The O fice of Prograns has agreed to refer recommendation #11
to the cross-organi zational workgroup that will be established
in response to recommendati on #1. The workgroup will review
the i ssues and reconmmend a course of action.



EXPOSURE TO FRAUD

Current internal control is not adequate to prevent
unaut hori zed entry of transactions to the PAR system

Transactions and other significant events should be authorized
and executed only by persons acting within the scope of their
authority. Authorization is the principal means by which an
organi zation ensures that only valid transactions to exchange,
transfer, use or commt resources are initiated or entered

i nto.

This control weakness exists because managenent did not
recogni ze the existence of risk fromunauthorized debt
recovery transactions. Managenment has not recogni zed accounts
recei vabl e as a val uabl e asset that m ght be converted for
personal gain. As a result, accounts receivable, are not
adequat el y saf eguarded agai nst | oss.

The risk of |oss from unauthorized transactions is increased
by a rel ated weakness in the design of internal control that
permts processing of debt recovery transactions that are
unsupported by any benefit paynent determ nation or operation.
Thi s weakness was discussed in detail on page 19.

For reasons of security, the details of the audit procedures
that caused the auditors to draw this conclusion will be
conmuni cated to agency managenent separately.

Recommendati on

We recomend that the Office of Prograns inplenment controls
desi gned to prevent unauthorized transacti ons (Recomendati on
#12) .

Managenent’s Response

The Office of Progranms concurs with the audit finding and is
in the process of inmplenenting changes in procedure that would
repl ace the present paper-based systemw th el ectronic

transm ssion of information in a password protected

envi ronnent .



REPORTABLE CONDI TI ON

The errors, om ssions and weaknesses in the RRB' s system of
internal control over debt recoveries constitute a reportable
condition for purposes of financial statenent audit reporting.

A reportable condition is a deficiency in the design of
internal control that could adversely affect the RRB s ability
to record, process, summari ze, and report financial data
consistent with assertions of managenent in the financial

st atenents.

The design of internal control for debt recovery accounting is
deficient because of the:

failure to performtasks that are part of interna
control such as establishnment, review and reconciliation
of controlling accounts;

absence of appropriate reviews of systens output as
evi denced by the om ssion of returned paynents fromthe
PAR systenm and

i nadequat e provision for safeguardi ng of assets as
evi denced by the agency’'s exposure to fraud from
unaut hori zed transacti ons.

In addition, the present internal control environnent does not
provi de managenment with sufficient information concerning the
nunber and val ue of non-conform ng transactions to provide the
basis for an eval uation of potential financial inpact.

On page 12 of this report, we made recommendati ons for

i npl ementation of controlling and clearing accounts. These
recomendati ons will address the nmmjor deficiencies in the
design of internal control cited above. Accordingly, we nake
no further recomendati ons.

Managenment’ s Response

In their joint response, the responsible officials in the
Bur eaus of Fiscal Operations, Information Services and the
O fice of Progranms disagreed with the O G s assessnent of a
reportable condition. They cited |ack of materiality as the
basis for their position.



Ofice of Audit Comments on the Managenent Response

Reportabl e conditions, as defined in OVB Bulletin 98-08,
“Audit Requirenents for Federal Financial Statenents,” are
“matters comng to the auditor’s attention that, in the
auditor’s judgnment, should be communi cated because they
represent significant deficiencies in the design or operation
of internal control, that could adversely affect the

organi zation’s ability to nmeet” its internal contro

obj ecti ves.

OMB Bulletin 98-08 defines the agency’ s control objective
concerning the reliability of financial reporting:

“to provide reasonabl e assurance t hat
transactions are properly recorded, processed, and
sunmarized to permt the preparation of the
Principal Statenments and Required Suppl ementary
Stewardship Information in accordance with Federa
accounting standards...”

I n our opinion, the control weaknesses identified by the
audit:

1. are significant deficiencies in the design of interna
control, and

2. could adversely inpact the RRB's ability to provide
reasonabl e assurance that debt recovery transactions are
properly recorded, processed and summarized to pernit the
preparation of the financial statenents.

Materiality becones a factor when determ ni ng whet her a
reportable condition also represents a nmaterial weakness in
internal control. We have not asserted the existence of a
mat eri al weakness related to the accounting for debt recovery
transactions in this report.

As previously stated, the present control environnent does not
provi de managenment with sufficient information concerning the
nunber and val ue of non-conform ng transactions to provide the
basis for an eval uation of potential financial inmpact. Since
this report does not provide a basis for determ ning the
materiality of errors resulting fromthe control weaknesses
identified during our audit, we cannot agree wi th nmanagenent’s
estimte of nonetary inpact.

APPENDI CES W LL BE PROVI DED UPON REQUEST.






